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“Surest Road to Disaster” 


Former President Warns of Dangers Inherent in Continued Federal Deficits 


by HERBERT HOOVER 


| HAVE no doubt that everyone in this town has been telling the editors what to do next. This 
whole town is full of people with some kind of a cause for which they want your help. There 
are, in fact, more than 1,200 organizations or persons licensed under the law to pressure the 


Congress for some cause. Each of them em- 
ploys a public relations man—or a dozen of 
them—to present their cause to editors with 
hand-outs. 


That makes life simple for you. You only have to 
add their hand-outs to those you receive from the 
Federal departments to fill your columns—that is, in 
so far as paid-for advertising will permit. It also 
helps unemployment, because you must engage a lot 
of bright young men to sort out two or three thou- 
sand daily hand-outs. 


There are four varieties of these hand-outs. The 
first are designed to bring good to somebody. Those 
require a double check. The second variety come 
from those who believe they need something from 
the Federal Treasury. They should be subject to 
violent suspicion. The third group want their par- 
ticular taxes reduced. They should have sympathy 
tempered with perplexity. There is a fourth pressure 
group who want to reduce government expenditures. 
There are only two of these organizations in addition 
to Senator (Harry) Byrd. Their proceedings are 
righteous. They are popular in the abstract. 


Certainly each of you will agree as a broad gen- 
eralization that all of the first three hand-out groups 





—plus the government ones—ought to relax. That is, 
except of course for the particular cause you favor. 
And you will bear with me if I casually mention that 
if there are enough of these exceptions, the dynamics 
of this generalization as to mass force for reducing 
expenditures has about the power of goose feathers. 


But I do not want to leave the impression that all 
civil organizations and government agencies with a 
cause and a hand-out are evil. They are an essential 
expression of free men. Moreover, each of their 
organizations and each of their hand-outs are spe- 
cifically authorized by the First Amendment to the 
Constitution. I said the First Amendment. 


Be all this as it may, on this occasion I wish to dis- 
cuss a grave problem which needs your urgent con- 
sideration and service. That is, the deficit in the 
Federal budget. 


With the exception of two years, we have dili- 
gently maintained the practice of a deficit for 23 
years. For the fiscal year ending June 30, 1953, the 
deficit was $9.4 billions. We began to be more cheer- 
ful when, due to the valiant efforts of President 
Eisenhower, Secretary Humphrey and the Adminis- 
tration generally, the budget provided a reduction 
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of the deficit to $3.3 billions for the fiscal year end- 
ing this June 30. We even became more cheerful 
when their budget proposals for next year showed 
a decrease of a further $400 millions. It seemed we 
were on our way to the sunshine of a balanced 
budget the following year. 


But the disciples of more spending and still lower 
taxes, are having their way. Until Congress completes 
its surgical operations on the budget the position, 
will not be precise. But it is already clear that the 
deficit for this year will be larger than the Budget 
estimate. For next year, instead of $2.9 billions, it 
will rise to a minimum of $5 billions; and if the 
George Amendment passes, the deficit may rise to 


deficit economics, or the theology of deficit salvation, 
or the future damnation from this economic sin. 


But I wonder if it would not help the country if 
you again would spell out for your readers what 
really happens from a Federal government deficit. 
It needs to be done in such elementary terms that any 
grammar school youngster can get it—also many 
elders. 


And I am going to take three minutes of your time 
to spell it out myself—although I know the repetition 
will not be front page news like quarrels over hunt- 
ing Communists. 


Obviously, one of three things must happen 


Mr. Hoover’s address, ““The Editors and the Federal Deficit,”’ given before the 
American Society of Newspaper Editors earlier this year, was a significant and 


timely commentary on deficit spending. Tax Foundation is reproducing it for 


re-reading and reference. 





$7.5 billions or possibly more. This does not take 
into account what Congress may do by way of ap- 
propriations. But here again, if the demands of pres- 
sure groups have their sweet way, the situation will 
be even worse. Some people have expressed the hor- 
rid thought that it may reach $9 billions. 


By my inquiring mind and my adding machine, 
I detect that the hand-out brigade would chain you to 
this treadmill until death. 


Does Not Cure Deficit 


I can, however, give you a partially cheerful note. 
The hand-out philosophy at one time was “tax- 
and-tax, spend-and-spend.” Now the tax end of the 
formula is “cut taxes, cut taxes,” but the “spend- 
and-spend” end is still alive. That is a philosophic 
improvement, but it does not cure the deficit. There 
needs to be a fundamental change of ideas or there 
is no end of deficits. 


This is the place where you come in. You are 
familiar with the whole gospel of balancing the 
budget. I don’t need to tell you the elements of 
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from a Federal budget deficit. The deficit must be 
met by decreased government expenditures which 
hurt the feelings of some pressure groups or by 
levying more taxes which hurts most everybody’s 
pocket nerves; or it must be met by the Federal 
government’s borrowing the money. The borrowing 
alternative is where the eternal damnation comes in. 


I will deal with the tax side first. That indeed 
needs to be spelled out so as to still the clamor of 
the people and the pressure groups for excessive 
tax reductions until we get out of the deficit tread- 
mill. 


I will not take your time to demonstrate the par- 
ticular painful element in every variety of taxes. Or 
which of the excise taxes on luxuries should not 
have been removed. Nor to tell you about the sweet 
nostrums for putting the tax burden on somebody 
else. 


I fully sympathize with all these pressures for 
reduced taxes because, in my view, our tax burden 
has been more than the country can bear. Whether 
this abstraction is true or not, our taxes are still 
stupendous, they arc still over-burdensome, and they 
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raise many questions of grave concern. One of these 
is the moral corruption from the spreading evasion 
of taxes. Another of these grave questions is that 
they are undermining the economic foundations of 


progress. 


By the valiant efforts of the Congress and the Ad- 
ministration, the tax burden will be reduced for the 
next fiscal year by over $7 billions without the 
George and other Amendments. 


However, in any ecstasy from this relief, do not 
forget we will still be spending about $65 billions 
a year—and do not forget the sin of the continued 
deficit. 


The theology of this is that only a period of self- 
denial in expenditures and no further tax cuts can 
wash this sin away. 


Inflation Not Stopped 


Thus, the tax question which stands out today 
is whether bearing the pains of holding up taxes is 
worse than the greater pain of the undermining of 
our economic health from government borrowing. 


The borrowing medicine to cure the deficit is 
easiest of all for the taxpayers to take. But it is the 
deadliest of poisons that can be poured into the 
nation’s system of life. It is a far greater economic 
sin than higher taxes. For when the Federal gov- 
ernment borrows to make up a deficit, it must do 
one of three things—print currency, borrow from the 
banks, or borrow from investors. 


The latter is the least evil, but there are never 
enough investors about. Printing currency and bor- 
rowing from the banks have only one end—that is 
inflation. And let no one believe that government 
borrowing from the banks is in the long run any 
less inflationary than printing currency. Its results 
are the same—it either inflates credit or the banks 
turn their bonds into the Federal Reserve for cur- 
rency. 


I will not spend your time in comment on the 
illusion spread by Lord John Maynard Keynes that 
it does not matter how much the Federal government 
may borrow, because we “owe it to ourselves.” Just 
the same, you have to pay taxes to meet the interest 
on the debt. And worse, you get stabbed in the back 
by the inflation it can produce. You might try that 


philosophy on your food bills and see how the gro- 
ceryman takes it. 


Do not believe that inflation has been stopped. It 
will continue as long as we have a deficit. And we 
have not stopped the deficit. As sure as the sun sets, 
their continuation will produce the darkness of rising 
prices and wages, no matter what some cheery econo- 
mists may say. 


Take a short look at what has happened from our 
national experience of 23 years of deficit borrow- 
ing—with those two exceptions. Our Federal debt 
has increased to $275 billions from $19.1 billions. 
The interest on this amount alone is almost twice 
the whole cost of government of 23 years ago. Cur- 
rency in circulation has increased from $414 billions 
to over $30 billions. Government revenues, which are 
mostly taxes, have increased from $314 billions a 
year to over $65 billions. The consequences of all this 
is that the cost of living has increased by about 80 
percent. 


By taxes through the front door and rising prices 
through the back door, a family requires an income 
of $3,700 a year to give the same standard of living 
that an income of $1,500 a year would buy 23 years 
ago. And the purchasing power of all pensions, sav- 
ings bank deposits, and income from trustee securi- 
ties, has been reduced by more than one-half amid 
millions of tragedies. 


The Real Remedy 


These effects have been repeated ever since gov- 
ernment discovered this barbiturate to put deficits 
to sleep. It has happened repeatedly over the last 
500 years. It has happened in 40 nations. It is the 
surest road to disaster in our defense against the 
Communist horde. 


Now I am not unaware of the effect on the deficit 
of World War II, the Korean War, the Cold War. 
But there have been huge unnecessary expenditures 
and waste alongside these events. Nor am I dense 
to the political implications of these problems, but 
I am also alive to the political and living conse- 
quences of failure. 

Now I come to the real remedy for this disease of 
budget deficit. The immediate medication is no fur- 
ther reduction of taxes than the Administration pro- 
posals, and to systematically reduce government ex- 


19 





TAX REVIEW, APRIL 1954 


ecoeoeooeoeoeoeoeoeoeoeoeoeoeoeeoeoeeoeeeoeeoeoeoeeoeoe eo eo eo eo oe ee eee ee 8 8 8 


penditures until the budget deficit is met. Then, and 
then alone, can inflation be stopped. You will be 
surprised how quickly the patient will respond to 
this treatment. 


The Congress has not yet passed the appropria- 
tions for the next year. The appropriations commit- 
tees headed by such valiant soldiers of economy as 
Senator Styles Bridges and that old Trojan Con- 
gressman John Taber, are earnestly searching for 
reductions in spending. They may, I believe, have 
some success. But they cannot cure this immediate 
huge deficit. 


Again, this is where you come in, for theirs is a 
battle with pressure groups and hand-outs. There 
are some matters of theory and practice you could 
urge upon the pressure groups who want more spend- 
ing and upon those who oppose its curtailment. Their 
projects may be meritorious but the nation will not 
be destroyed if they wait awhile and give the Con- 
gress a chance to act and the taxpayer a chance to 
breathe. 


Needed: Self-denial, Patience 


There are hopes for the future if the pressure 
groups and the people will have patience. And again 
here is where you come in because you are potent 
in advocating patience. 


I recently mentioned elsewhere publicly that if 
the private pressure groups and the pressures of state 
and local governments for Federal money would 
quit their hand-outs, and would leave the Federal 
government alone for two years, we could reduce 
expenditures between $5 and $7 billions annually, 
without damaging any necessary functions. My col- 
leagues of the Commission on Organization and our 
Task Forces and I will be able to give you the full 
details in a few months. By such reductions we 
could come near to wiping out the deficit even with 


the already agreed tax reductions. 


With a little patience, there is another hope of 
reduction in government spending. Our major bur- 
den is for defense. But, let there be no mistake, we 
must have full defense. However, some of us during 
four years have urged a reappraisal of our methods 
of warfare and the weapons we make and use. We 
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insisted that in view of scientific discovery and the 
character of our enemy, some of our methods of war- 
fare and some of our weapons are now obsolete. 
We also urged during these years that we were spend- 
ing too much trying to cure the age-old hates, fears, 
and disunities of Western Europe. We have con- 
tended that our genius in producing the gigantic 
deterrents of aggression would give a better assur- 
ance to the free world and lessen our economic bur- 
dens and deficit. There is hope in these fields, for 
the new looks by the Eisenhower Administration 
gaze in these directions. 


I can give you still another hope for reducing our 
economic burdens and deficit provided the people 
will have a little patience. With maintained free 
minds and free spirits, we daily open vast new 
frontiers of science and invention. They expand our 
productivity and thus increase the government’s 
revenues. 


It was the increased productivity from the inven- 
tion of the steam engine that aided Britain to carry 
its economic burden after the Napoleonic Wars. It 
was the railway development of our country that 
helped us to carry the burdens after our Civil War. 
It was the advances in air transport, electric power, 
communications and agriculture that helped carry 


our burdens after World War I. 


We now have again many new inventions and new 
applications of older knowledge. One of them is the 
growing application of atomic energy and its by- 
products to industry. We are today in another new 
era of great promise in further expansion of our pro- 
ductivity and our government’s income. 


We could both cure the budget deficit and many 
of the pains of taxes without lessening our effective- 
ness in defense or in the needed functions of gov- 
ernment if we could now have a period of self- 
denial and patience. 


That is the end of this sermon. The text has been 
to balance the budget, and afterwards to cut taxes 
as fast as we can further reduce expenditures. The 
penalties of failure are more than you may think. 
But this being an educational job directed to the 
public and the pressure groups, it is mostly up to 
you. You have thousands of pulpits and millions of 
voices. 











